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FINNISH KEY ECONOMIC INDICATORS 
(millions of dollars unless otherwise noted) 


1989 1991 


Domestic Economy 
Population (millions) 4.964 5.026 
Population growth rate (percent) 0.3 0.5 
Nominal GDP (billion FIM) 510.41 
Nominal GDP (billion dollars) 125.94 
Nominal GDP per capita (dollars) 25,058 
Real GDP growth (% change, FIM) -6.2 
Consumer Price Index (% change) 4.1 


Production and Employment 
Unemployment rate (ann. average) 7.6 
Industrial production (% change) -8.6 
Industrial capacity utilization 80.5 
Govt. budget balance (% of GDP) -3.6 


Balance of Payments 
Exports (f.0.b.) 22,915 22,200 


Imports (c.i.f.) 21,643 19,100 
Trade balance 1,130 3,100 


Current account balance -5,778 -3,900 
Foreign direct investment (new) 32 200 
Foreign Debt (year-end) 24,821 44,152 43,500 

Debt service paid 2,724 3,997 4,500 

Debt service ratio (% of 

exports of goods & services) 10.0 14.7 16.0 

Foreign exch. reserves (year-end) 5,194 8,294 7,400 

Average exchange rate (FIM/$) 4.295 4.053 4.600 
Tourism receipts/expenditures -1,040 -1,505 -1,200 


Foreign Investment 
Total (cumulative) 3,888 4,441 3,900 
U.S (cumulative) 561 571 500 


U.S. share (%) 14.4 13.3 12.9 12.8 


U.S.-Finnish Trade 
U.S exports to Finland (f.o.b.) 1,490 1,540 1,390 1,440 
U.S imports from Finland (c.i.f.) 1,550 1,820 1,490 i, 330 
U.S. trade balance -60 -280 -100 +110 
U.S. share of Finnish exports (%) 6.4 5.8 6.1 6.5 
U.S. share of Finnish imports (%) 6.3 6.8 6.9 7.0 


Principal U.S. exports to Finland 1991, $millions: Office & ADP machines, 


238; aircraft & other transport equip., $221; chemicals, 180; industrial 
machinery, 112; electrical machinery, 102. 


Principal U.S. imports from Finland 1991, $millions: Paper products, 


278; transport equipment, 254; industrial machinery, 168; motor vehicles 
& parts, 126; iron & steel, 96. 


Sources: Central Statistical Office of Finland, Bank of Finland, Board of 
Customs, Ministry of Finance, Pellervo Economic Research Institute 





SUMMARY 


Finland is currently in the midst of its most severe recession 
since World War II. The gross domestic product (GDP) declined by 
6.1 percent in 1991. A further decline of 1.5 percent is 
forecast for 1992. A recovery is expected to be under way by 
mid-1992 and pick up steam in 1993. 


The recession has cut deeply into the Finnish economy. 
Unemployment, which was only 4.2 percent at the beginning of 
1991, was 10.5 percent by year’s end and could peak at close to 
15 percent in the latter part of 1992. Industrial production 
decreased by 8.6 percent in 1991, and all other indices of output 
experienced similar declines. Finland’s foreign trade balance 
turned positive, but both exports and imports underwent steep 
declines. The sole positive news was in the inflation figures; 
plummeting demand kept inflation down to 4.1 percent in 1991. 


The response of Finland’s center-right government to the rapidly 
deteriorating economic situation has been on emphasizing 
regaining long-term competitiveness rather than on taking 
short-term stimulative measures. The aim has been to use the 
discipline of a fixed exchange regime to increase the 
competitiveness of Finnish exports. However, Finland did 
undertake a devaluation in November 1991 following strong 


pressure against the Finnmark (FIM). A subsequent devaluation 
threat in April 1992 was averted. 


The economic downturn and the consequent increase in 
recession-induced expenditures has led to sharply increased 
foreign borrowing on the part of the Finnish Government. In 
April 1992, the government introduced a program to cut 
expenditures by about 2 percent of GNP, with further cuts 
promised. Finnish commercial banks, which expanded lending 
rapidly in the 1980s, are under increasing pressure because of a 
growing volume of nonperforming loans and a large number of loans 
which carry below-market interest rates. The government 
responded in March 1992 by proposing an emergency plan which 
addresses both problems. 


Finland is looking past its current economic troubles to 
increased economic integration with Europe. After prolonged 
public debate, Finland in March 1992 applied to the European 
Community (EC) and hopes to become a member by the mid-1990s. 
Much of Finland’s policy emphasis on structural reform, budgetary 
discipline, and monetary stability is geared towards increasing 
competitiveness prior to EC membership. 





CURRENT ECONOMIC SITUATION 


Economic Growth: Finland’s 1991 decline in GDP of 6.1 percent 
was the worst such decline among the 24 countries in the 
Organization for Economic Cooperation and Development (OECD). It 
was Finland’s most severe economic downturn since World War II, 
and prior to that, since the 1840s. An economic recovery should 
get under way by mid-1992, although growth for the year is 
expected to be negative. Three percent growth is predicted for 


1993. Finland’s 1990 output is not expected to be equaled until 
1995 at the earliest. 


Several factors are responsible for the steep economic downturn. 
The abrupt end of the barter trade (clearing account) system with 
the former Soviet Union at the beginning of 1991 left many 
Finnish manufactured and industrial goods without alternative 
markets. Financial market liberalization in the 1980s led to 
very large increases in borrowing and investment, which to some 
extent were not supported by underlying economic factors. During 
the 1980s, wages and government expenditures had been allowed to 
rise much faster than economic productivity. This led to a great 
increase in costs and a consequent decline in Finnish 
international competitiveness. Additionally, Finland’s major 
Western export markets--Sweden, Germany and the United 
Kingdom--all went into recession at the same time the Soviet 
market collapsed. 


The recession has extended across all sectors of the Finnish 
economy. Total industrial production declined by 8.6 percent by 
value and 10.9 percent by volume in 1991. A modest recovery of 
1 percent by value is predicted for 1992. 


The forest-related industrial sector, Finland’s largest, has been 
hard hit, with a decrease in production volume of 9.5 percent in 
1991. Wood industry production went down by 28.5 percent and 
paper production by 3 percent. Substantial overcapacity in the 
domestic and foreign paper industries is expected to persist for 
at least several more years. Paper manufacturers are also 
concerned about the imposition of requirements by Germany and 
possibly other EC countries to include increasing percentages of 
recycled pulp in the manufacturing process. The economics of the 
Finnish industry would consequently change as Finland would have 


to import a great deal of recycled product to meet the new 
requirements. 


In the nonforestry-related heavy industry and engineering sector, 
the decline in 1991 was even greater, registering 12.5 percent by 
volume. Chemical industry production, the bulk of which is 
exported, went down by 8 percent, and production of textiles and 
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clothing declined by over 22 percent. The latter was affected 
greatly by the loss of the Soviet market. Services outside of 
banking and construction experienced a relatively modest 

3 percent decline in 1991. Construction and banking output 
both declined by about 12 percent, and the outlook for these 
sectors in 1992 is also very poor. 


Finnish industrial leaders, however, are increasingly confident 
that the worst of the recession has passed and sales prospects 
are improved. The recession has led to increased efficiency 
through personnel cuts and other cost reduction measures. 
Moreover, the November 1991 Finnmark devaluation and the 
subsequent agreement among unions, business, and government to 
hold wage increases to zero may result in as much as a 

20 percent gain in price competitiveness on world markets. 


Investment: The recession has resulted in a steep drop in 
industrial investment. Continued contraction is expected in 
the coming year, albeit at a slower rate. Investment declined 
by 16.5 percent by volume in 1991; the 1992 decline should be 
about half that. Construction will continue to be a 
particularly weak sector. Among the factors restraining new 
investment is a still uncertain economic outlook and declining 
utilization of current capacity. Some 90 percent of businesses 
reported operating below capacity in early 1992; total 


industrial output was running at about 80 percent of capacity 
in early 1992, down by 10 percent from a year earlier. 
Continued high interest rates and tight credit will also hold 
back new investment. 


Finland is continuing to experience a large net outflow of 
investment; the total stock of foreign investment in Finland 
was only about 40 percent of the stock of Finnish investment 
abroad in 1990. In the short term, high costs and a weak 
economy should continue to make Finland an unattractive foreign 
investment target. However, the expected economic upturn, 
Finland’s prospective membership in the EC, its proximity to 
markets in the former Soviet Union, and a cost situation that 
is gradually becoming more favorable (Finland is now rated with 
Denmark by the OECD as the least expensive Nordic country) 
should all result in increased foreign investment flows to 
Finland over the medium and long term. Additionally, Finiand 
is expected to remove its remaining legal restrictions on 
foreign investment by the end of 1992. 


Finland is also taking steps to assure a stable energy supply. 
The former Soviet Union, which until recently supplied the bulk 
of Finland’s petroleum, is no longer shipping any oil to 
Finland. North Sea, Middle Eastern, and African suppliers have 
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filled the void. Among future energy options being explored are 
gas pipelines from the North Sea and the Barents Sea and 
construction of a fifth nuclear power plant. 


Balance of Payments: Despite movement in the trade account from 
deficit to surplus in 1991, Finland’s current account deficit in 
Finnmark terms was about the same as in 1990. Masked in these 
figures was a fundamental change in the structure of foreign 
borrowings. Until 1991, corporations were the primary importers 
of foreign capital, due in large part to substantially higher 
interest rates in Finland than in most other European countries. 
Rising debt service payments and plummeting sales, however, 
caused a dramatic downturn in new corporate borrowings in 1991. 
The Finnish Government more than took up the slack with sharply 
increased foreign borrowings to finance a ballooning budget 
deficit. This trend has continued in 1992; an agreement reached 
in April 1992 to cut 1993 budget expenditures may moderate but 
will certainly not halt growth in official foreign debt. 


Due to the instability of the Finnmark, capital flows into and 
out of Finland have fluctuated wildly in the past year. [In fact, 
expectation of a Finnmark devaluation in fall 1991 led to a large 
capital outflow, a factor which itself helped trigger the 
devaluation. The April 1992 budget agreement may presage lower 
interest rates and less volatility in short-term capital markets. 


Budget: Recession-related expenditures caused a sharp increase 
in government outlays in 1991, a trend which continues in 1992. 
Government revenues are down for the same reason. The government 
has financed the deficit through increased borrowings, split 
evenly between foreign and domestic capital markets. The rate of 
increase in debt rather than the total stock of debt has been the 
most worrisome. Public debt as a percent of GNP was about 

20 percent in early 1991, about 30 percent in early 1992, and is 
expected to reach 40 percent in early 1993. Financial markets 
have reacted with concern. In late summer 1991, when provisional 
budget figures for the following year showed a large increase in 
spending, the Finnmark came under greatly increased pressure. 

The failure to restrain expenditures was one of the primary 
factors which led to the November 1991 devaluation. 


Continued concern about rising expenditures and the associated 
debt burden led to renewed pressure on the Finnmark in 1992. The 
government helped stave off a second devaluation by announcing a 
package of spending cuts that is expected to cut 1993 
expenditures by FIM 10 billion ($2.2 billion)--about 6 percent of 
the budget and 2 percent of GDP. Further cuts are contemplated. 
Assuming the planned cuts are implemented, both nominal and real 
government spending will probably decline in 1993. The bulk of 
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the cuts are in social services. Given projections that debt 
service as a percentage of government expenditures is expected to 
increase from about 5 percent in 1992 to over 7 percent in 1993, 
substantial real cuts in other areas of spending will be 
necessary to reach budgetary targets. 


Inflation: Due primarily to low domestic demand, the consumer 
price index increased by only 4.1 percent in 1991, low by Finnish 
standards. Despite a 14 percent Finnmark devaluation in November 
1991, inflation should remain at about the same level in 1992. 
The devaluation has caused prices of imported goods to rise 
faster than the general rate of inflation, but continued low 
demand has meant that the price increases are on average 
substantially below the devaluation percentage. 


Wage restraint has been key in limiting demand and keeping price 
rises to a minimum. Following the devaluation, the major labor 
federations agreed to an incomes policy settlement which will 
result in no increase in nominal wages in 1992. This agreement 
and an income tax surcharge introduced at the beginning of 1992 
is expected to reduce real household disposable incomes by 6 to 7 
percent for the year. 


The expected economic upturn in the latter half of 1992 and the 
lagged effects of the Finnmark devaluation may cause inflationary 


pressures to increase by the end of 1992. Should the economy 
begin to improve, labor unions can be expected to push for wage 
increases as well. 


Consumption: In spite of increased household incomes in 1991, 
negative expectations resulting from the economic downturn caused 
private consumption to decrease by 4.3 percent for the year. The 
savings rate correspondingly rose. The net decrease in overall 
consumption, including government expenditures, was 2.5 percent. 
In 1992, private consumption can be expected to decline by 3 to 4 
percent as household incomes decrease due to declining real wages 
and a higher tax burden. The rapidly rising number of unemployed 
individuals will keep demand down as well. On the government 
side, spending cuts on both the national and local level should 
reduce government consumption substantially. A small increase in 
overall consumption is predicted for 1993. 


Foreign Trade: Finland is counting on an export rebound to lead 
it out of recession. A rise in exports was already under way by 
early 1992. Foreign trade contracted severely in 1991, with 
imports decreasing 15 percent in value and exports decreasing 8 
percent in value. Overall, Finland had a foreign trade surplus 
of $1,130 million in 1991. 
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Improved competitiveness will be the key to increased exports. 
It is estimated that the November 1991 Finnmark devaluation, low 
inflation, and wage restraint have increased the price 
competitiveness of Finnish exports by an average of 20 percent. 
The export rebound is expected to be seen across all economic 
sectors; the devaluation is expected to spur sales in the 
price-sensitive forestry sector in particular. Exports of 
forestry-related products and nonforestry-related major 
industrial products each account for about 40 percent of total 
exports; these relative percentages are not expected to change 
significantly. 


The single most important change in Finland’s foreign trade 
picture in the past 2 years has been the near-total collapse of 
trade with the former Soviet Union. The end of the barter trade 
clearing account system came abruptly at the beginning of 1991. 
Trade with the Soviets had already been declining rapidly when 
the clearing account was terminated; by the end of 1991, 
Fenno-Soviet trade was under 5 percent of total Finnish trade 
with the balance strongly in the Soviets’ favor. This figure 
until the late 1980s had been about 20 percent. With continued 
economic crisis in Russia and the other former Soviet republics 
expected, a substantial recovery is unlikely for at least several 
years. 


Finland’s most important markets are in Western Europe. The EC 
took 51 percent of Finnish exports in 1991 and European Free 
Trade Association (EFTA) countries another 20 percent. Germany, 
Sweden, and the United Kingdom were Finland’s largest foreign 
markets by far, buying 37 percent of Finnish exports 
collectively. The United States was Finland’s fourth largest 
customer, buying 6 percent of Finnish exports. On the import 
side, Finland’s largest suppliers in 1991 were the EC and EFTA, 
with Germany and Sweden being the largest individual suppliers. 
The United States supplied 7 percent of Finnish imports. 


Government Economic Policy: Finland’s center-right government, 
which took office in April 1991, has emphasized increased 
long-term competitiveness rather than short-term economic 
stimulation. The government inherited a rapidly deteriorating 
economy as well as several underlying structural weaknesses. 
Considerable pressure was brought to bear on the government to 
devalue the Finnmark; the currency had been revalued in 1989 in 
an effort to quell inflation, and many experts thought the 
Finnmark had been subsequently allowed to become overvalued. The 
government, however, instead tied the Finnmark to the European 
Currency Unit (ECU) at the existing parity in June 1991 and 
embarked on a policy of "internal devaluation," or using the 
discipline of a fixed exchange regime to cut costs and restore 
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competitiveness. The government made efforts to obtain wage 
restraint from unions and announced its intention to reduce 
government expenditures. 


Opposition among industrialists, union leaders, and political 
figures, including some individuals in the government coalition, 
led to continued pressure on the Finnmark and regular spikes in 
short-term interest rates. The failure of the government to cut 
spending substantially in its 1992 budget (announced in late 
August 1991) and the unwillingness of unions to accept suggested 
wage cuts contributed to the uncertainty. Following a new round 
of speculative pressure, a 14 percent devaluation was implemented 
in November 1991. 


A subsequent Finnmark devaluation was averted in April 1992 when 
the government announced a series of spending cuts and the Bank 
of Finland arranged the support of the German Bundesbank and 
Nordic central banks to support the Finnmark in currency 

markets. The government has also introduced a l-year income 
surtax and a tax on foreign travel and has increased several 
indirect taxes. The aim is to reduce a growing budget gap and 
reduce speculation against the Finnmark in international currency 
markets. Short-term interest rates were well into double digits 
throughout much of 1991 and early 1992 despite low inflation; the 
government hopes that by implementing budget cuts and 
consequently reducing foreign borrowings expectations about 
another devaluation will be dampened and interest rates will 
begin to decrease. 


Unemployment has been a major concern of the government. 

Tripling in 1991, it ended the year at 10.5 percent, was still 
increasing rapidly in early 1992, and may peak as high as 

15 percent in the latter part of 1992. Many of the job losses 
have been in labor intensive industries such as textiles which 
were heavily dependent on the former Soviet market. The export- 
oriented industries which are expected to lead the recovery such 
as paper, chemicals, and machinery are less labor intensive. 
Consequently, unemployment will probably stay high even if growth 
picks up. The government, while sympathetic to the plight of job 
seekers, has resisted demands for economic stimulation programs 


that would reduce unemployment but add to the official debt 
burden. 


The Finnish banking system is also a principal government 
concern. A growing number of nonperforming loans due to the 
recession has severely cut into bank profitability. Exacerbating 
the problem was a very large expansion of credit in the late 
1980s, some extended to marginal customers, following a partial 
deregulation of the banking system. A large portfolio of loans 
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with sub-market interest rates is another problem facing the 
banking system. Banks have responded to their financial problems 
by cutting back lending. The government, worried that a "credit 
crunch" would stifle economic recovery, agreed in March 1992 on 
an emergency rescue package that will inject $1.8 billion into 
the banking system. Interest rates on many personal loans will 
also be increased. 


The government has also taken steps to remove structural 
rigidities in the Finnish economy. Restrictions on foreign 
investment are expected to be removed by the end of 1992. 
Political circles in Finland indicate that the government may act 
to decentralize the current system of negotiating wages and 
benefits, which is now done at the national level among the 


government, management, and unions. Subsidized bank lending may 
be phased out in 1994. 


The government is also counting on European integration to 
further structural change in the Finnish economy. The European 
Economic Area (EEA) agreement between the EC and EFTA, expected 
to go into effect in early 1993, will require Finland to adopt EC 
directives in many fields, including competition policy. 

Services which now operate in restricted environments such as 
banking, insurance, and tourism will be more open to competition 
as a result, and Finland’s cartelized retail and distribution 
sectors should similarly become more open. 


In March 1992, the government applied for membership in the EC. 
Negotiations may begin in 1993 and membership is possible by 
1995, although many observers believe that this timetable is 
overly optimistic. EC membership would require adoption of the 
Community’s Common Agricultural Policy, which for Finland would 
mean sharply lower agricultural prices. The EC is also planning 
a European Monetary Union (EMU) in the latter part of the 
decade. Participation in EMU would involve Finland’s meeting 
rigid inflation and public spending targets. This factor should 
provide a spur to Finland’s maintaining monetary and budgetary 
discipline in the years ahead. 


IMPLICATIONS FOR THE UNITED STATES 


Finland’s economic recession has sharply curtailed imports. 
However, with a recovery expected to get under way in mid-1992 
and in full swing in 1993, import demand will start to pick up. 
The implementation of the EEA accord and Finland’s prospective 
membership in the EC will foster structural change, including a 
liberalization of investment restrictions. Greater competition 
within the Finnish economy and increased penetration by foreign 
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companies in the Finnish market should result. Finnish companies 
are interested in sharing their expertise on markets in the 


former Soviet Union and having Finland be a gateway to these 
markets. 


Best Prospects: With a 6.9 percent market share ($1.5 billion) 
in 1991, the United States ranks as Finland’s fifth largest 
supplier, following Germany (16.9 percent), Sweden (12.3 
percent), the former Soviet Union (8.5 percent) and the United 
Kingdom (7.7 percent). 


The following product lines offer the best opportunities for U.S. 
companies: computers, peripherals, and software; electronic 
components; pollution control equipment; laboratory and 
scientific instruments; electronics industry production and test 
equipment; telecommunication equipment; industrial controls; 


avionics and ground support equipment; medical equipment; and 
security and safety equipment. 


Computers and Peripherals: The United States exported 

$265 million of computer hardware to Finland in 1991 and is the 
leading external source for computers and peripherals, accounting 
for about 30 percent of the import market share. Due to the 
current recession, the market declined considerably in 1991, but 
should pick up in the next 2 to 3 years. Products such as 
Unix-based workstations connected for server use, local area 


network (LAN) products, and 486 SX-based micros offer good market 
potential for U.S. firms. 


Computer Software: The total estimated size of the computer 
software market in Finland, $450 million in 1991, is expected to 
grow by about 7 percent over the next 2 years. The United States 
is the number one supplier. Windows-based, document 
communication software as well as application development tools 
for new architectures are considered good prospects for U.S. 
companies. Innovative, specialized high-technology software 
products also have good market potential in Finland. 


Electronic components: Due to the recession, the market for 
electronic components ($240 million) declined considerably in 
1991. With an import market share of 15 percent, the United 
States is the third largest supplier of electronic components, 
following Japan and Germany. U.S. electronic components are 
considered by Finns to be on the cutting edge of technology. 
This technological lead coupled with scarce local production 
provides a good market for American exporters. 
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Travel and Tourism: According to the European Travel Monitor, 
Finns are the second heaviest travelers in Europe on a per capita 
basis. With an annual vacation averaging 4 to 7 weeks, a high 
level of income, and the removal of U.S. visa requirements, 
Finnish travel to the United States is a growth industry. In 
1990 about 100,000 Finns visited the United States, an increase 
of 12.3 percent over 1989. However, due to the poor economic 
situation in Finland and the Persian Gulf war, the number of 
travelers declined by about 5 percent in 1991. An upward trend 
in travel to all destinations is forecast for the next few 

years. North America and Southeast Asia continue to be the major 
destinations of non-European tours from Finland. 


Eastern Gateway: Finland has had a long history of trade with 
Russia. After decades of success in international trade, Finnish 
trading houses possess ready sales networks, good connections, 
and commercial know-how to enable them to operate in both western 
and eastern markets. Finnish businesses are eager to serve as a 
gateway to Russia as well as the Baltic countries, in particular 
Estonia, which has a culture and language similar to Finland’s. 


Air Traffic Control: The Finnish Civil Aviation Administration 
(FCAA) is planning its largest air traffic management system 
procurement project ever, the FATMI (Finnish Air Traffic 
Management Integration) program. The final decision on the 
supplier of the FATMI system will be made by summer 1992. 


Construction Projects: Despite Finland’s recession, several 
large construction projects are going forward, including 
expansion of the Hotel Intercontinental in Helsinki, construction 
of a $240 million shopping mall at Helsinki-Vantaa Airport, the 
Kivenlahti shopping mall near Helsinki, and numerous others. 
Details about these major projects which offer opportunities for 
U.S. companies can be obtained from the Office of Major Projects 
or the Finland Desk at the U.S. Department of Commerce, or from 
any Commerce Department district office. 


Energy Projects. The government is currently considering several 
energy alternatives, including an additional nuclear power plant, 
natural gas pipelines from the North Sea and Barents Sea, and gas 
or coal-fired power plants. Decisions concerning these 
alternatives are expected during 1992. 
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